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American Institute Examinations 


The semi-annual examinations of the 
American Institute of Accountants will be 
held May 14 and 15, 1931. Accountants 
who wish to try the examinations for admis- 
sion to the Institute should submit their ap- 
plications before March 15th. 

In November, 1930, about 500 candidates 
for the C. P. A. certificate sat for the Insti- 
tute’s examinations in 27 states which co- 
operated with the Institute in conduct of the 
examinations. About 11 per cent. passed, 
75 per cent. failed and 14 per cent. were 
conditioned in one subject. 


Annual Meeting of the American 
Institute of Accountants 


The 1931 annual meeting of the American 
Institute of Accountants will be held at 
Philadelphia, Pennsylvania, September 15th 
and 16th, at the invitation of the Philadelphia 
chapter of the Pennsylvania Institute of 
Certified Public Accountants. The chair- 
man of the chapter, E. P. Moxey, extended 
the invitation in person at the 1930 annual 
meeting at Colorado Springs. 

The secretary of the Pennsylvania Insti- 
tute of Certified Public Accountants has 
transmitted a resolution of council of the 
Pennsylvania Institute, expressing its pleas- 
ure at the American Institute’s selection of 
Philadelphia as the meeting place, and has 
extended an offer of codperation in making 
arrangements. 

The American Institute’s committee on 
meetings, under the direction of T. Edward 
Ross, a member of the executive committee, 
is already giving consideration to the tech- 
nical programme and plans to invite several 
prominent men outside the accountancy pro- 
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fession, as well as a number of accountants, 
to deliver addresses at the business sessions. 

The Philadelphia chapter of the Pennsyl- 
vania Institute has indicated a wealth of 
sources of entertainment. Two excellent 
golf courses, that of the Merion Cricket club 
and that of the Cedar Brook golf club, may 
be available to those attending the Insti- 
tute’s meeting. The vicinity of Phila- 
delphia abounds in places with important 
historical associations. Persons who have 
never before visited the city will see many 
places and hear many names which they 
have read in their studies of American 
history, such as Carpenters’ Hall, Indepen- 
dence Hall, Congress Hall, Betsy Ross 
House and the Liberty Bell. 


Accountancy Bills May Be Introduced 
in Many States 


The committee on state legislation of the 
American Institute of Accountants has re- 
ceived from four state societies of certified 
public accountants copies of bills to regu- 
late the practice of accountancy, which may 
be introduced in state legislatures this year. 
The states are North Dakota, Oklahoma, 
Texas and Washington. The Oklahoma 
bill in general follows the provisions of the 
model bill of the American Institute of 
Accountants approved in 1926. It restricts 
only the use of the designation “certified 
public accountant” and provides means by 
which the C. P. A. certificate may be ob- 
tained. 

The other three bills are of the so-called 
regulatory, two-class type, providing for 
registration of all public accountants within 
a certain period, after which only certified 
public accountants would be permitted to 
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register. These bills are intende:! rately 
to restrict the practice of accountancy to 
certified public accountants. 

It has also been reported that the North 
Carolina and Ohio societies of certified 
public accountants have under consideration 
drafts of bills which may be introduced in 
the state legislatures this year. 

The Institute has been advised that in 
Connecticut, Minnesota and New York the 
possibility of legislation affecting the prac- 
tice of accountancy has been discussed al- 
though actual bills for those states have not 
yet been submitted to the Institute’s com- 
mittee. 


INTERSTATE PRACTICE 


In the course of correspondence with repre- 
sentatives of state societies in which ac- 
countancy bills are under consideration, the 
Institute’s committee on state legislation 
has made certain suggestions for improve- 
ment of some of the bills submitted to it, 
particularly with reference to provisions af- 
fecting the interstate practice of account- 
ancy. 

The American Institute of Accountants 
has definitely voiced its opinion, based on 
replies to a questionnaire distributed to the 
entire membership, in favor of free passage 
by accountants across state lines in pursu- 
ance of professional engagements. The In- 
stitute has also advocated broad provisions 
for recognition of certificates of other states, 
and at a meeting of representatives of state 
boards of accountancy, held at the Institute’s 
annual meeting at Colorado Springs in 1930, 
a resolution was adopted approving the 
general principle ‘‘that recognition of 
C. P. A. certificates of other states should be 
granted as freely as is compatible with 
maintenance of proper standards.”’ 

On the basis of these fundamental policies, 
the committee on state legislation has made 
the following general suggestions to those 
who are framing accountancy bills: 

(1) Provisions for issuance of C. P. A. cer- 
tificates to holders of certificates from other 
states should be as broad as possible. It is 
frequently awkward and perhaps uncon- 
stitutional to require residence or the main- 
tenance of an office in the state for the issu- 
ance of what are usually known as recogni- 
tion certificates. The recent decision of 
the North Carolina supreme court in the 
case of William H. James v. State board of 
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examiners of public accountants, et al., bears 
directly on this point and should be carefully 
considered before any decision on residence 
requirements is reached. 

A state board should be free to grant a 
recognition certificate to a qualified man 
regardless of whether the state which issued 
the original certificate grants a similar privi- 
lege to accountants of the other state or not. 

(2) What appears to be the best policy 
related to the use of firm names under a 
C. P. A. law is reflected in the provision re- 
cently adopted in New York. The New 
York law permits a firm or a partnership to 
practise as ‘‘certified public accountants”’ if 
each partner regularly engaged in practice 
within the state is a certified public account- 
ant of the state and every other member of 
the firm is a certified public accountant of 
some state or territory of the United States. 

(3) Any non-resident of the state who is 
permitted under the law of his own state to 
practise public accounting should be per- 
mitted freely to enter any other state in 
pursuance of engagements arising as an 
incident to his practice in the state of resi- 
dence. 


DEFINITION OF PRACTICE 


It is also the opinion of the Institute’s 
committee that in any law which is intended 
to restrict the practice of accountancy to per- 
sons who qualify under its provisions the 
definition of accountancy should be narrow. 
Under a broad and inclusive definition restric- 
tive provisions probably could not be en- 
forced without great difficulty and possibly 
without injustice. It is believed that a 
narrow definition, perhaps limited to certi- 
fication of financial statements for publica- 
tion or for financing or credit purposes, would 
be more desirable and might be enforced with 
a reasonable expectation of success. 


President Addresses New York and 
Oklahoma Accountants 


Charles B. Couchman, president of the 
American Institute of Accountants, was a 
guest and the principal speaker at a meeting 
of the New York Society of Accountants 
held December 10, 1930. His subject was 
the work of the Institute. 

On January 7, 1930, Mr. Couchman ad- 
dressed the Tulsa chapter of the Oklahoma 
Society of Certified Public Accountants at 
a dinner meeting arranged in his honor. 


ge 














Bulletin of American Institute of Accountants 


The Tulsa chapter of the Petroleum Ac- 
countants Society was also represented at 
the dinner. Total attendance was about 
150. On January 8th he spoke before stu- 
dents and guests of the Oklahoma School 
of Accountancy. The audience numbered 
about 700. At noon meetings on January 
6th and 7th, respectively, Mr. Couchman 
addressed about 125 members of the Tulsa 
Junior Chamber of Commerce and about 
70 members of the city’s Codéperative club. 


Contingent Fees 


The committee on professional ethics of 
the American Institute of Accountants has 
recently received inquiries about the propri- 
ety of an accountant’s accepting professional 
engagements the fee for which is to be con- 
tingent on the outcome of the matter on 
which he is to work. 

Rule 10 of the rules of professional conduct 
of the Institute reads as follows: 


“‘No member or associate shall render or offer to 
render professional service, the fee for which shall 
be contingent upon his findings and the results 
thereof.” 


In explanation of the rule the committee 
has pointed out to those who have inquired 
that the position of the public accountant is 
that of an independent, disinterested expert. 
He is in no sense an advocate and supposedly 
has no personal interest in the welfare of the 
concern whose accounts he may examine. 
If accountants were permitted to accept en- 
gagements on a contingent-fee basis they 
might be influenced to follow the course 
which would result in the largest fee for 
themselves, and their position of indepen- 
dence might be jeopardized. 

The possibility of contingent fees arises 
usually in tax cases, particularly in claims for 
refund, and in such instances an accountant 
whose compensation depended on the out- 
come of a claim might be tempted to combat 
the government’s contentions more zealously 
than the position of his client warranted. 
This would reflect discredit on the profes- 
sion. 

It has been argued that the contingent-fee 
basis is an advantage to the client who will 
be unable to pay for the accountant’s ser- 
vices unless the claim for refund is allowed, 
but that argument is not valid. The com- 
mittee on professional ethics points out that 
the accountant may, if he wishes, fix a fair 


price for his services in any case. If his 
client is unable to pay for any reason, the 
accountant will simply have to defer collec- 
tion of the account. 

It is permissible for an accountant to 
estimate the maximum and minimum limits 
within which his fee may fall, dependent 
upon the amount of work which he may find 
to be necessary in any particular engage- 
ment, but in no case should the size of his 
fee be governed by the amount of the finan- 
cial gain which may accrue to the client as 
the result of the accountant’s services. The 
committee asserts that such a basis of re~ 
muneration would cheapen the profession in 
the eyes of the business public. 


Activities of the American Institute 
of Accountants 


[At the suggestion of the president of the Ameri- 
can Institute of Accountants it is proposed to pub- 
lish in this Bulletin each month outlines of the work 
of certain committees or of other activities of the 
Institute, in order that the membership and the 
profession may be informed in detail of the organiza- 
tion’s structure and progress. In previous issues 
of the Bulletin the functions of the executive com- 
mittee, the board of examiners and the committee 
on professional ethics have been described. ] 


COMMITTEE ON NOMINATIONS 


It is specified in the by-laws of the Ameri- 
can Institute of Accountants that the com- 
mittee on nominations shall consist of seven 
members—two elected by the council from 
its membership and five elected by the 
Institute at the annual meeting who shall 
be members in practice, not officers or mem- 
bers of the council. 

The committee is required to submit nomi- 
nations for officers and members of the 
council at least sixty days prior to the 
date of the annual meeting at which the 
elections are to take place. Notice of nomi- 
nations shall be mailed by the secretary to all 
members at least thirty days prior to the 
annual meeting. 

The present personnel of the committee 
on nominations is as follows: 


Walter A. Musgrave, Connecticut 
Walter Mucklow, Florida 

Eric A. Camman, New York 
John P. Dawson, Illinois 

Eustace LeMaster, Washington 
W. I. Nicholson, Oklahoma 
Sidney W. Peloubet, New Jersey 
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COMMITTEE ON ARBITRAT! 


The title of the committee on arbiisation 
has sometimes resulted in misunderstanding 
of its purpose. The activities of this com- 
mittee have nothing to do with commercial 
arbitration. It is a standing committee, the 
regular appointment of which is provided 
by article [X of the by-laws, and its purpose 
is to sit as a committee in equity to investi- 
gate and decide disputes between members or 
associates of the Institute or others which 
shall, by agreement of the parties, be sub- 
mitted to the committee in due form. 

If the decision of the committee on arbitra- 
tion in any dispute be rejected by any mem- 
ber or associate of the Institute, the matter 
shall be reported to the council, which may 
instruct the executive committee to prefer 
charges against the offending member or 
associate if it shall decide by a two-thirds 
vote of members present that the recom- 
mendation of the committee on arbitration 
should have been accepted. The present 
personnel of the committee on arbitration 
is as follows: 


Louis G. Battelle, chairman, Ohio 
Charles F. Coates, Connecticut 
James D. Glunts, Massachusetts 


Accountant Heads University 
Trustees 


Arthur Andersen of Chicago, a member of 
the American Institute of Accountants, has 
been elected president of the board of trus- 
tees of Northwestern University. He suc- 
ceeds Melvin A. Traylor, president of the 
First National Bank, who resigned recently. 
Mr. Andersen is the first alumnus of the 
university to occupy the position he now 
holds. He was formerly professor and head 
of the department of accounting in the uni- 
versity school of commerce. 


Massachusetts State Board of 
Accountancy 


Announcement has been made that about 
8 per cent. of the candidates who tried the 
C. P. A. examinations of Massachusetts last 
May passed in all subjects. There were 210 
candidates and only 16 were successful in 
all three subjects. 

Patrick F. Crowley, Lynn, Massachusetts, 
has recently been reappointed a member 
of the board of registration of certified public 
accountants of Massachusetts. 
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Walter S. Gee 

Walter S. Gee died at his home at Cran- 
ford, New Jersey, on December 31st, at the 
age of forty-seven. Mr. Gee was a charter 
member of the American Institute of Ac- 
countants and had taken an active part in 
the work of the organization. He was one 
of the initial organizers of the Institute’s 
bureau for placements founded in 1926 to 
assist college graduates in obtaining positions 
with public accounting firms. At the time 
of his death Mr. Gee was one of the two 
elected auditors of the Institute and had 
accepted appointment as member of the 
special committee on codperation with stock 
exchanges. He was president of the Na- 
tional Association of Cost Accountants for 
the current year. 

Mr. Gee held certified public accountant 
certificates of Michigan, New Jersey, New 
York and Pennsylvania. He was a member 
of the firm of Lybrand, Ross Bros. & Mont- 
gomery. 

Funeral services were held at his home in 
Cranford, January 2nd. The Institute was 
represented by the secretary. 


Walter H. Adams 


Notice has been received of the death of 
Walter H. Adams about the middle of De- 
cember, 1930. Mr. Adams had been a 
member of the American Institute of Ac- 
countants since 1926 and had held the posi- 
tion of assistant manager of the Cleveland 
office of Haskins & Sells. He had been 
forced to retire on account of ill health 
about six months before his death. 


Thomas B. Dean 


Thomas B. Dean, of New York, a charter 
member of the American Institute of Ac- 
countants and a member of the Institute’s 
predecessor, the American Association of 
Public Accountants, died December 22, 
1930. Mr. Dean was a principal of the 
firm Thomas B. Dean & Co. He was one 
of the first accountants to receive a certified 
public accountant certificate of New York. 


aaa 
Accountants’ Club of America 


The Accountants’ Club of America has 
published the first issue of a club bulletin 
entitled Work Sheet, which is to be published 
periodically. 
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Miami Banks Require Certified 
Statements 


The Miami clearing-house association an- 
nounced on December Ist that thenceforth 
all persons seeking credit accommodations of 
Miami banks would be required to submit 
financial statements prepared by certified 
public accountants. Bank officers said that 
the action had been taken in an effort to 
safeguard credit transactions and to lend 
money only to responsible borrowers. 

Hugh H. Gordon, president of the City 
National Bank in Miami, was one of the 
leaders of the movement, it is said, and ac- 
countants of the city had discussed with him 
the desirability of the action which finally 
was taken. 

A pamphlet explaining the value and 
necessity of statements and reports certified 
by accredited accountants is being prepared 
for distribution to borrowers in the vicinity 
of Miami. 


Bankers Advocate Standard Treatment 
of ‘‘Next Season’s Merchandise”’ 


The committee on codperation with public 
accountants of the Robert Morris Associates, 
through a statement of its chairman, H. E. 
Whitney, has suggested that in financial 
statements the item of merchandise on hand 
but not paid for, purchased and intended for 
the next season’s business, be accorded uni- 
form treatment. It has been the custom of 
several types of industry, particularly among 
shoe manufacturers and dry-goods jobbers, 
Mr. Whitney says, to eliminate merchandise 
of this character on the balance-sheet sub- 
mitted prior to the season for which the 
merchandise in question is intended. ‘Be- 
fore credit men were sufficiently familiar 
with the practices in these industries to re- 
quire information about such merchandise 
holdings,” Mr. Whitney says, ‘‘the com- 
plete facts were not always revealed.”’ 

“Now that the custom of handling next 
season’s merchandise has become so well 
understood, credit men have required full 
particulars, and the information is furnished 
in some instances in a footnote. Title to 
such merchandise unquestionably rests with 
the purchaser of the goods who has them in 
his possession, and who is, or at least should 
be, paying insurance on them. On the 
sellers’ balance-sheet they appear as ac- 


counts receivable. A company’s object in 
having the figures made up in this way is to 
have the balance-sheet show a smaller debt 
and a better current ratio, and to attain this 
end they overlook the fact that it tends to 
make the credit man feel that his customer 
is attempting to influence his opinion by an 
unduly favorable arrangement of the finan- 
cial facts. If the merchandise and the 
liability therefor were included among the 
assets and liabilities it would create greater 
confidence. 

“A practice in which the principle is some- 
what similar to the above is found in the 
textile industry. Mills frequently buy ma- 
chinery from the manufacturer, giving notes 
in payment running over a period of years. 
The manufacturer retains a lien on the ma- 
chinery but it is installed in the mill, is in 
active use and to all intents and purposes is 
the mill’s property. The mill frequently, 
however, does not include in its balance-sheet 
either the machinery as an asset or the off- 
setting liability for notes payable, but re- 
ports them in a footnote. The pledged 
machinery and the secured liability un- 
questionably belong in the balance-sheet. 
Omission so to include them creates the same 
unfavorable impression as in the case of 
the next season’s merchandise of the shoe 
manufacturer or dry-goods jobber. 

“Now the question is how can the desired 
result best be brought about? Our sug- 
gestion would be to have the accountant or 
the bank, or maybe both, show the owners of 
the business how their balance-sheet looks 
as it is set up on the bank’s comparative- 
statement form where the item is included on 
both sides. As it is now, the borrower 
brings the statement to his bank and has a 
very distinct impression that it is a good 
showing, properly proportioned, etc., where- 
as the bank analysis indicates an entirely 
different picture. There must be one right 
way of showing such an item and this we 
believe to be the method just indicated; 
therefore, the accountants and the banks 
should work toward the goal of showing the 
situation uniformly and in the right way.” 


Collection of Moneys of the World 


The Chase National Bank of New York 
has put on display for the benefit of the 
public a collection of more than 40,000 
specimens of moneys of all periods and 
countries. 
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Court Recommends Uniformity in 
Accounting 


In an opinion rendered in a suit for in- 
junction against the proposed Bethlehem- 
Youngstown merger, the judge of the Ma- 
honing county (Ohio) common-pleas court 
digressed from his analysis of the case to 
comment on the desirability of uniformity 
in accounting practices. Following is the 
excerpt from the court’s opinion bearing on 
this question: 


“Some phases of the attempted adjustments 
for comparability of the two corporations, in- 
cluded in the accountants’ ratios, were related 
to physical properties, manufacturing processes 
and actual problems, obviously outside of the 
determination of the most skilled accountant. 
Others were of important items for charging, 
for which there is no hard-and-fast accounting 
made. 


“T have been impressed in this case, as to both 
companies, with the divergence of accounting 
practices and the arbitrary technical treatment 
of accounting items. These have resulted here 
in much difficulty of understanding and in use of 
time, and made what should be a comparatively 
simple valuation of two similar projects, a complex 
mathematical problem of incommensurable quan- 
tities. 

“From this I deduce that action should be taken 
by cognate industries voluntarily and not by 
legislative compulsion, with the codperation of 
the accounting profession to make uniform, as 
far as possible, their accounting processes, for 
purposes of setting up uniform standards of com- 
parison of accounts, earnings and values for the 
guidance and necessary knowledge of directors 
and shareholders, as well as of the investors generally. 


“T am further of the opinion that directors, 
shareholders and incidentally the courts, should 
have a clear, explicit explanation of the accounting 
facts relating to a corporation in form and language, 
which in accordance with common sense will enable 
the ordinary reader, without hiring a technical 
interpreter, to determine the actual state of the 
company’s business, prospects and value. Cor- 
porate statements and reports are for the informa- 
tion of the layman, not of skilled accountants. Such 
a purpose being so fulfilled, a repetition of the 
months spent in this case, with the use of language 
and schedules that not even skilled executives in 
the corporations involved could understand, would 
be done away with.” 


Earnings of Lawyers 


Under the title of “‘Lawyers’ fees’ the 
magazine Fortune for January, 1931, pub- 
lishes an article with a chart showing that 
the average annual earnings of members of 
the class of 1905 of the Harvard law school, 
still in practice twenty years after gradua- 
tion, amounted to $19,490. In discussing 
the incomes of members of the legal profes- 
sion the article says, in part: 


“Certain facts about the lawyer must be borne in 
mind in discussing his earnings. First of all there 
is the cost of his education and the disproportionate 
early return he may expect. A school, college and 
law-school training can not cost, on the average, 
less than $10,000 if all items are considered. The 
ordinary man does not graduate from such a course 
until he is twenty-five years old. And his first 
year’s salary in a New York office will be about 
$1,800—or $35 a week. From that level it will rise 
in three or four years to $5,000. And there, unless 
the young man is good enough to be admitted to 
partnership, it will stick. And he with it. Unless 
he deserts the law for canning or the artificial silk 
business or a bank. 

‘A second fact is the precariousness of the lawyer’s 
position. A partner in a mercantile concern owns 
a share of the business, has a certain capital. A 
partner in a law firm has no capital whatever but 
his professional skill, which is dependent upon his 
health. He can not retire and live upon the brains 
of his partners. Consequently he must invest. 
His $20,000 a year may be only equal to a merchant’s 
$10,000. 

“There is a popular and not altogether un- 
justifiable idea that the amount of a lawyer’s bill 
is arrived at by cubing the square root of all-the- 
traffic-will-stand. What actually happens is that 
all lawyers, law clerks, stenographers, etc., in a big 
office keep diaries or time sheets. A bill is made up 
of two parts: an item for law clerk’s time and 
stenographer’s time, etc., charged at salary and 
loaded for office overhead, and an item for part- 
ner’s time, charged at an arbitrary rate correspond- 
ing to the partner’s percentage in the firm’s profits. 
In matters requiring great pains and much labor 
for more or less routine results, as the drawing 
of wills, the fee charged will be less than the first, or 
out-of-pocket, item. In matters where the client 
makes no profit or where the transaction falls 
through, the fee charged may ignore the second, 
partner’s time, item altogether. In _ successful 
transactions and in cases where the client has 
greatly profited, both items will be charged, and, in 
cases ‘where the circumstances warrant,’ the bill 
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will be larger than the sum of both. The result in 
the long run is, of course, that a partner receives 
approximately the amount per hour at which his 
time is valued. Most of the lawyers listed above 
{in a preceding article] would be justified, on the 
level of fees now obtaining in New York, in charg- 
ing their time at the rate of $75 or $100 an hour.” 


American Association of University 
Instructors of Accountancy 


The fifteenth annual convention of the 
American Association of University Instruc- 
tors in Accounting was held at the Cleveland 
hotel, Cleveland, Ohio, December 29th and 
30th. The following officers were elected: 
president, Russell A. Stevenson;  vice- 
presidents, J. P. Adams, Howard C. Greer 
and George H. Newlove; secretary-trea- 
surer, Charles F. Schlatter. The programme 
of addresses was as follows: 


Monday, December 29th 
Morning session, 9:30 a.m. 


Subject: Problems of teaching accounting and 
allied subjects 

The teaching of cost accounting, G. H. Newlove, 
University of Texas 

A cost approach to elementary accounting, A. C. 
Littleton, University of Illinois 

The content of a mathematics course for collegiate 
schools of business, W. S. Schlauch, New York 
University 

The need for accounting courses in the law school 
curriculum, H. W. Kendrick, University of 
Colorado 

The effect of the adoption of the classification of 
accounting services on accounting instruction, 
David Himmelblau, Northwestern University 

A study of accounting personnel from the viewpoint 
of professional advancement, Chester F. Lay, 
University of Chicago 

General discussion led by C. G. Blough, University 
of North Dakota 


Afternoon session, 2:00 p.m. 


Subjects: Problems of teaching accounting and 
allied subjects: practical accounting problems 
Chairman: Fayette H. Elwell, University of 
Wisconsin 
Should ‘‘ethics’”’ be included in a programme of 
study for the professional practice of accountancy? 
Herman J. Peisch, president, American Society 

of Certified Public Accountants 

Teaching the accountant and the student of ac- 
countancy the history and ethics of his pro- 
fession, J. C. Myer, Dean, St. John’s College 


Accounting practice in France during monetary 
inflation, 1919-1927, Max J. Wasserman, Uni- 
versity of Illinois 

The problems encountered in setting up a budget for 
machinery, A. P. R. Drucker, Colorado College 

Depreciation and appreciation, H. W. Sweeney, 
Columbia University 

The deductibility of contributions as business ex- 
penses, E. J. Filbey, University of Illinois 


Tuesday, December 30th 
Morning session, 9:30 a.m. 


Joint session with national association of teachers 
of advertising and marketing 
Subject: Distribution costs 
Chairman: J. F. Pyle, Marquette University 
The technique of distribution cost accounting, 
Howard C. Greer, University of Chicago 
Selling and administrative expense analysis as a 
basis for sales control and cost reduction, W. B. 
Castenholz, La Salle Extension University 
An illustration of the results of cost analysis in a 
particular industry, D. C. Lowles, Member of 
the firm of D. C. Lowles and A. M. Akers 
An application of standard costs in the field of 
distribution (an actual case), G. L. Harris, New 
York University 
General discussion 


Afternoon session, 2:00 p.m. 


Subject: Application of economic and accounting 
theory to practical problems 

Earned surplus, Eric L. Kohler, Editor, Accounting 
Review 

Unity in accounting theory, DR Scott, University 
of Missouri 

Application of economic theory to practical prob- 
lems of valuation, W. A. Paton, University of 
Michigan 

Cost of production and selling price, J. B. Canning, 
Stanford University 

General discussion 
Business of the association was transacted at later 

sessions held at 7 p.m., December 29th and 4 p.m., 

December 30th. 


During the convention the 1930 award of 
Beta Alpha Psi for the best book on an ac- 
counting subject was presented to John B. 
Canning, associate professor of economics 
of Leland Stanford Junior University, for 
his book on The Economics of Accountancy. 
It is the custom of the grand council of 
Beta Alpha Psi, a national accounting fra- 
ternity, to offer an award each year for the 
best book on accounting. 
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COURT DECISION 


Following is the text of the opinion of 
Hon. Benjamin N. Cardozo, chief judge of 
the court of appeals of the state of New 
York, in the case of Uliramares Corpora- 
tion v. Touche, et all.: 


COURT OF APPEALS OF THE STATE OF 
NEW YORK 


Ultramares Corporation, Plaintiff-Respondent-A p- 
pellant, v. Touche, et al., Defendants-A ppellants- 
Respondents. 


OPINION OF HONORABLE BENJAMIN N. 
CARDOZO, CHIEF JUDGE 


SAMUEL UNTERMYER, JOHN W. Davis, JAMES 
MarsHALL, of Counsel. GUGGENHEIMER, UNTER- 
MYER & MaArSHALL, Alftorneys for Defendants- 
A ppellants-Respondents. 


HERBERT R. LimsurG, MartTIN Consoy, of 
Counsel. LimBuRG, RIEGELMAN, Hirscu & HEss, 
Attorneys for Plaintiff-Respondent-A ppellant. 


Rocer S. Batpwin, of Counsel. BALDWIN, 
Hutcuins & Topp, Attorneys for American Insti- 
tute of Accountants, as Amicus Curie. 


J. Harry Covincton, General Counsel for A meri- 
can Institute of Accountants. 


KENNETH McEwEN, General Counsel for the 
New York State Society of Certified Public Account- 
ants. 


Cross-appeals from a judgment of the appellate 
division of the supreme court in the first judicial 
department. 

The defendants appeal from that part of the 
judgment of the appellate division which reversed 
a judgment of the trial term dismissing the com- 
plaint as to the first cause of action, reinstated a 
verdict in favor of the plaintiff, and gave judgment 
thereon in the sum of $203,058.97. 

The plaintiff appeals from that part of the judg- 
ment of the appellate division which affirmed a 
judgment of the trial term dismissing the complaint 
as to the second cause of action. 


Carpozo, Ch. J.: 


The action is in tort for damages suffered through 
the misrepresentations of accountants, the first 
cause of action being for misrepresentations that 


were merely negligent and the second for misrepre- 
sentations charged to have been fraudulent. 

In January, 1924, the defendants, a firm of public 
accountants, were employed by Fred Stern & Co., 
Inc., to prepare and certify a balance-sheet ex- 
hibiting the condition of its business as of December 
31, 1923. They had been employed at the end of 
each of the three years preceding to render a like 
service. Fred Stern & Co., Inc., which was in 
substance Stern himself, was engaged in the impor- 
tation and sale of rubber. To finance its operations, 
it required extensive credit and borrowed large 
sums of money from banks and other lenders. 
All this was known to the defendants. The de- 
fendants knew also that in the usual course of busi- 
ness the balance-sheet when certified would be ex- 
hibited by the Stern Company to banks, creditors, 
stockholders, purchasers or sellers, according to 
the needs of the occasion, as the basis of financial 
dealings. Accordingly, when the balance-sheet was 
made up, the defendants supplied the Stern Com- 
pany with thirty-two copies certified with serial 
numbers as counterpart originals. Nothing was 
said as to the persons to whom these counterparts 
would be shown or the extent or number of the 
transactions in which they would be used. In 
particular, there was no mention of the plaintiff, 
a corporation doing business chiefly as a factor, 
which till then had never made advances to the 
Stern Company, though it had sold merchandise 
in small amounts. The range of the transactions 
in which a certificate of audit might be expected 
to play a part was as indefinite and wide as the 
possibilities of the business that was mirrored in 
the summary. 

By February 26, 1924, the audit was finished 
and the balance-sheet made up. It stated assets 
in the sum of $2,550,671.88 and liabilities other 
than capital and surplus in the sum of $1,479,- 
956.62, thus showing a net worth of $1,070,715.26. 
Attached to the balance-sheet was a certificate as 
follows: 


“‘ToucuE, NIVEN & Co. 
Public Accountants 
Eighty Maiden Lane 
New York 


“February 26, 
“Certificate of Auditors 


1924. 


‘We have examined the accounts of Fred Stern & 
Co., Inc., for the year ending December 31, 1923, 
and hereby certify that the annexed balance-sheet 
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is in accordance therewith and with the informa- 
tion and explanations given us. We further certify 
that, subject to provision for federal taxes on in- 
come, the said statement, in our opinion, presents 
a true and correct view of the financial condition of 
Fred Stern & Co., Inc., as at December 31, 1923. 


“*ToucuEe, NIvEN & Co. 
“Public Accountants.” 


Capital and surplus were intact if the balance- 
sheet was accurate. In reality both had been wiped 
out, and the corporation was insolvent. The books 
had been falsified by those in charge of the business 
so as to set forth accounts receivable and other 
assets which turned out to be fictitious. The 
plaintiff maintains that the certificate of audit was 
erroneous in both its branches. The first branch, 
the asserted correspondence between the accounts 
and the balance-sheet, is one purporting to be made 
as of the knowledge of the auditors. The second 
branch, which certifies to a belief that the condition 
reflected in the balance-sheet presents a true and 
correct picture of the resources of the business, 
is stated as a matter of opinion. In the view of 
the plaintiff, both branches of the certificate are 
either fraudulent or negligent. As to one class of 
assets, the item of accounts receivable, if not also 
as to others, there was no real correspondence, 
we are told, between balance-sheet and books, or 
so the triers of the facts might find. If correspon- 
dence, however be assumed, a closer examination 
of supporting invoices and records, or a fuller 
inquiry directed to the persons appearing on the 
books as creditors or debtors, would have exhibited 
the truth. 


The plaintiff, a corporation engaged in business 
as a factor, was approached by Stern in March, 
1924, with a request for loans of money to finance 
the sales of rubber. Up to that time the dealings 
between the two houses were on a cash basis and 
trifling in amount. As a condition of any loans 
the plaintiff insisted that it receive a balance-sheet 
certified by public accountants, and in response to 
that demand it was given one of the certificates 
signed by the defendants and then in Stern’s pos- 
session. On the faith of that certificate the plaintiff 
made a loan which was followed by many others. 
The course of business was for Stern to deliver to 
the plaintiff documents described as trust receipts 
which in effect were executory assignments of the 
moneys payable by purchasers for goods thereafter 
to be sold. When the purchase price was due, 
the plaintiff received the payment, reimbursing itself 
therefrom for its advances and commissions. Some 
of these transactions were effected without loss. 
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Nearly a year later in December, 1924, the house 
of cards collapsed. In that month, plaintiff made 
three loans to the Stern Company, one of $100,000, 
a second of $25,000, and a third of $40,000. For 
some of these loans no security was received. For 
some of the earlier loans the security was inade- 
quate. On January 2, 1925, the Stern Company 
was declared a bankrupt. 


This action brought against the accountants in 
November, 1926, to recover the loss suffered by 
the plaintiff in reliance upon the audit, was in its 
inception one for negligence. On the trial there 
was added a second cause of action asserting fraud 
also. The trial judge dismissed the second cause 
of action without submitting it to the jury. As 
to the first cause of action, he reserved his decision 
on the defendant’s motion to dismiss, and took the 
jury’s verdict. They were told that the defendants 
might be held liable if with knowledge that the re- 
sults of the audit would be communicated to credi- 
tors they did the work negligently, and that negli- 
gence was the omission to use reasonable and ordi- 
nary care. The verdict was in favor of the plaintiff 
for $187,576.32. On the coming in of the verdict, 
the judge granted the reserved motion. The appel- 
late division affirmed the dismissal of the cause of 
action for fraud, but reversed the dismissal of 
the cause of action for negligence, and reinstated the 
verdict. The case is here on cross-appeals. 

The two causes of action will be considered in 
succession, first the one for negligence and second 
that for fraud. 


(1) We think the evidence supports a finding 
that the audit was negligently made, though in so 
saying we put aside for the moment the question 
whether negligence, even if it existed, was a wrong 
to the plaintiff. To explain fully or adequately 
how the defendants were at fault would carry this 
opinion beyond reasonable bounds. A sketch, how- 
ever, there must be, at least in respect of some 
features of the audit, for the nature of the fault, 
when understood, is helpful in defining the ambit of 
the duty. 

We begin with the item of accounts receivable. 
At the start of the defendant’s audit, there had 
been no posting of the general ledger since April, 
1923. Siess, a junior accountant, was assigned 
by the defendants to the performance of that work. 
On Sunday, February 3, 1924, he had finished 
the task of posting, and was ready the next day 
to begin with his associates the preparation of the 
balance-sheet and the audit of its items. The 
total of the accounts receivable from December, 
1922, as thus posted by Siess from the entries in 
the journal was $644,758.17. At some time on 
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February 3, Romberg, an employee of the Stern 
Company, who had general charge of its accounts, 
placed below that total another item to represent 
additional accounts receivable growing out of the 
transactions of the month. This new item, $706,- 
843.07, Romberg entered in his own handwriting. 
The sales that it represented were, each and all, 
fictitious. Opposite the entry were placed other 
figures (12-29), indicating or supposed to indicate 
a reference to the journal. Siess, when he resumed 
his work, saw the entries thus added, and included 
the new item in making up his footings, with the 
result of an apparent increase of over $700,000 in 
the assets of the business. He says that in doing 
this he supposed the entries to be correct, and that 
his task at the moment being merely to post the 
books, he thought the work of audit or verification 
might come later, and put it off accordingly. The 
time sheets, which are in evidence, show very clearly 
that this was the order of time in which the parts 
of the work were done. Verification, however, there 
never was, either by Siess or by his superiors, or so 
the triers of the facts might say. If any had been 
attempted, or any that was adequate, an examiner 
would have found that the entry in the ledger was 
not supported by any entry in the journal. If 
from the journal he had gone to the book from 
which the journal was made up, described as ‘‘the 
debit memo book,” support would still have failed. 
Going farther, he would have found invoices, seven- 
teen in number, which amounted in the aggregate 
to the interpolated item, but scrutiny of these in- 
voices would have disclosed suspicious features 
in that they had no shipping number nor a customer’s 
order number and varied in terms of credit and in 
other respects from those usual in the business. 
A mere glance reveals the difference. 

The December entry of accounts receivable was 
not the only item that a careful and skilful auditor 
would have desired to investigate. There was 
ground for suspicion as to an item of $113,119.60, 
included in the accounts payable as due from the 
Baltic Corporation. As to this the defendants re- 
ceived an explanation, not very convincing, from 
Stern and Romberg. A cautious auditor might 
have been dissatisfied and have uncovered what 
was wrong. There was ground for suspicion also 
because of the inflation of the inventory. The 
inventory as it was given to the auditors, was 
totaled at $347,219.08. The defendants discovered 
errors in the sum of $303,863.20, and adjusted the 
balance-sheet accordingly. Both the extent of 
the discrepancy and its causes might have been 
found to cast discredit upon the business and the 
books. There was ground for suspicion again in 
the record of assigned accounts. Inquiry of the 
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creditors gave notice to the defendants that the 
same accounts had been pledged to two, three and 
four banks at the same time. The pledges did not 
diminish the value of the assets, but made in such 
circumstances they might well evoke a doubt as 
to the solvency of a business where such conduct 
was permitted. There was an explanation by Rom- 
berg which the defendants accepted as sufficient. 
Caution and diligence might have pressed investi- 
gation farther. 

If the defendants owed a duty to the plaintiff to 
act with the same care that would have been due 
under a contract of employment, a jury was at 
liberty to find a verdict of negligence upon a show- 
ing of a scrutiny so imperfect and perfunctory. 
No doubt the extent to which inquiry must be 
pressed beyond appearances is a question of judg- 
ment, as to which opinions will often differ. No 
doubt the wisdom that is born after the event will 
engender suspicion and distrust when old acquain- 
tance and good repute may have silenced doubt 
at the beginning. All! this is to be weighed by a 
jury in applying its standard of behavior, the state 
of mind and conduct of the reasonable man. Even 
so, the adverse verdict, when rendered, imports 
an alignment of the weights in their proper places 
in the balance and a reckoning thereafter. The 
reckoning was not wrong upon the evidence before 
us, if duty be assumed. 

We are brought to the question of duty, its origin 
and measure. 

The defendants owed to their employer a duty 
imposed by law to make their certificate without 
fraud, and a duty growing out of contract to make 
it with the care and caution proper to their calling. 
Fraud includes the pretense of knowledge when 
knowledge there is none. To creditors and in- 
vestors to whom the employer exhibited the certifi- 
cate, the defendants owed a like duty to make it 
without fraud, since there was notice in the cir- 
cumstances of its making that the employer did 
not intend to keep it to himself (Eaton C. & B. 
Co. v. Avery, 83 N. Y. 31; Tindle v. Birkett, 171 
N. Y. 520). A different question develops when 
we ask whether they owed a duty to these to make 
it without negligence. If liability for negligence 
exists, a thoughtless slip or blunder, the failure 
to detect a theft or forgery beneath the cover of 
deceptive entries, may expose accountants to a 
liability in an indeterminate amount for an inde- 
terminate time as to an indeterminate class. The 
hazards of a business conducted on these terms 
are so extreme as to enkindle doubt whether a flaw 
may not exist in the implication of a duty that ex- 
poses to these consequences. We put aside for 
the moment any statement in the certificate which 
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involves the representation of a fact as true to the 
knowledge of the auditors. If such a statement 
was made, whether believed to be true or not, the 
defendants are liable for deceit in the event that 
it was false. The plaintiff does not need the in- 
vention of novel doctrine to help it out in such 
conditions. The case was submitted to the jury 
and the verdict was returned upon the theory that 
even in the absence of a misstatement of a fact 
there is a liability also for erroneous opinion. The 
expression of an opinion is to be subject to a war- 
ranty implied by law. What, then, is the warranty, 
as yet unformulated, to be? Is it merely that the 
opinion is honestly conceived and that the prelimi- 
nary inquiry has been honestly pursued, that a 
halt has not been made without a genuine belief 
that the search has been reasonably adequate to 
bring disclosure of the truth? Or does it go farther 
and involve the assumption of a liability for any 
blunder or inattention that could fairly be spoken 
of as negligence if the controversy were one be- 
tween accountant and employer for breach of a 
contract to render services for pay? 

The assault upon the citadel of privity is pro- 
ceeding in these days apace. How far the inroads 
shall extend is now a favorite subject of juridical 
discussion (Williston, Liability for Honest Misrepre- 
sentation, 24 Harv. Law Rv. 415, 433; Bohlen, 
Studies in the Law of Torts, pp. 150, 151; Bohlen, 
Misrepresentation as Deceit, Negligence or War- 
ranty, 42 Harv. L. Rv. 733; Smith, Liability for 
Negligent Language, 14 Harv. L. Rv., 184; Green, 
Judge, and Jury, Chapter Deceit, p. 280; 16 Va. 
L. Rv. 749). In the field of the law of contract 
there has been a gradual widening of the doctrine 
of Lawrence v. Fox (20 N. Y. 268), until today the 
beneficiary of a promise, clearly designated as such, 
is seldom left without a remedy (Seaver v. Ransom, 
224 N. Y. 233, 238). Even in that field, however, 
the remedy is narrower where the beneficiaries of 
the promise are indeterminate or general. Some- 
thing more must then appear than an intention that 
the promise shall redound to the benefit of the 
public or to that of a class of indefinite extension. 
The promise must be such as to “‘bespeak the as- 
sumption of a duty to make reparation directly 
to the individual members of the public if the 
benefit is lost’? (Moch Co. v. Rensselaer Water Co., 
247 N. Y. 160, 164; American Law Institute, 
Restatement of the Law of Contract, § 148). In 
the field of the law of torts a manufacturer who 
is negligent in the manufacture of a chattel in 
circumstances pointing to an unreasonable risk 
of serious bodily harm to those using it thereafter 
may be liable for negligence though privity is lack- 
ing between manufacturer and user (MacPherson 
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v. Buick Mfg. Co., 217 N. Y. 382; Am. Law Inst., 
Restatement of the Law of Torts, § 262). A force 
or instrument of harm having been launched with 
potentialities of danger manifest to the eye of 
prudence, the one who launches it is under a duty 
to keep it within bounds (Moch Co. v. Rensselaer 
Water Co., supra, at p. 168). Even so, the ques- 
tion is still open whether the potentialities of dan- 
ger that will charge with liability are confined to 
harm to the person, or include injury to property 
(P. G. Pouliry Farm v. Newton B. P. Mfg. Co., 248 
N. Y. 293, 296; Robins Dry Dock & Repair Co. v. 
Flint, 275 U. S. 303; Am. Law Inst., Restatement 
of the Law of Torts, supra). In either view, how- 
ever, what is released or set in motion is a physi- 
cal force. We are now asked to say that a like 
liability attaches to the circulation of a thought 
or a release of the explosive power resident in words. 

Three cases in this court are said by the plaintiff 
to have committed us to the doctrine that words, 
written or oral, if negligently published with the 
expectation that the reader or listener will trans- 
mit them to another, will lay a basis for liability 
though privity be lacking. These are Glanzer v. 
Shepard, 233 N. Y. 236; International Products Co. 
v. Erie R. R. Co., 244 N. VY. 331; and Doyle vy. 
Chatham & Phenix Nat. Bk., 253 N. Y. 369. 

In Glanzer v. Shepard, the seller of beans -re- 
quested the defendants, public weighers, to make 
return of the weight and furnish the buyer with 
a copy. This the defendants did. Their return 
which was made out in duplicate, one copy to the 
seller and the other to the buyer, recites that it 
was made by order of the former for the use of 
the latter. The buyer paid the seller on the faith 
of the certificate which turned out to be erroneous. 
We held that the weighers were liable at the suit 
of the buyer for the moneys overpaid. Here was 
something more than the rendition of a service in 
the expectation that the one who ordered the 
certificate would use it thereafter in the operation 
of his business as occasion might require. Here 
was a case where the transmission of the certificate 
to another was not merely one possibility among 
many, but the “end and aim of the transaction,” 
as certain and immediate and deliberately willed 
as if a husband were to order a gown to be delivered 
to his wife, or a telegraph company, contracting 
with the sender of a message, were to telegraph 
it wrongly to the damage of the person expected 
to receive it (Wolfskehl v. W. U. Tel. Co., 46 Hun 
542; DeRuth v. N. Y. &c. Tel. Co., 1 Daly 547; 
Milliken v. W. U. Tel. Co., 110 N. Y. 403, 410). 
The intimacy of the resulting nexus is attested by 
the fact that after stating the case in terms of legal 
duty, we went on to point out that viewing it as 
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a phase or extension of Lawrence v. Fox, supra, 
or Seaver v. Ransom, supra, we could reach the 
same result by stating it in terms of contract (cf. 
Economy B. & L. Assn. v. W. J. T. Co., 64 N. J. 
L, 27; Young v. Lohr, 118 Ia. 624; Murphy v. F. 
A. & T. Co., 114 Wash. 77). The bond was so 
close as to approach that of privity, if not com- 
pletely one with it. Not so in the case at hand. 
No one would be likely to urge that there was a 
contractual relation, or even one approaching it, 
at the root of any duty that was owing from the 
defendants now before us to the indeterminate 
class of persons who, presently or in the future 
might deal with the Stern Company in reliance 
on the audit. In a word, the service rendered 
by the defendant in Glanzer v. Shepard was pri- 
marily for the information of a third person, in 
effect, if not in name, a party to the contract, and 
only incidentally for that of the formal promisee. 
In the case at hand, the service was primarily for 
the benefit of the Stern Company, a convenient 
instrumentality for use in the development of the 
business, and only incidentally or collaterally for 
the use of those to whom Stern and his associates 
might exhibit it thereafter. Foresight of these 
possibilities may charge with liability for fraud. 
The conclusion does not follow that it will charge 
with liability for negligence. 

In the next of the three cases, International 
Products Co. v. Erie R. R. Co., supra, the plaintiff, 
an importer, had an agreement with the defendant, 
a railroad company, that the latter would act as 
bailee of goods arriving from abroad. The im- 
porter, to protect the goods by suitable insurance, 
made inquiry of the bailee as to the location of the 
storage. The warehouse was incorrectly named, 
and the policy did not attach. Here was a de- 
terminate relation, that of bailors and bailee, either 
present or prospective, with peculiar opportunity 
for knowledge on the part of the bailee as to the 
subject matter of the statement and with a con- 
tinuing duty to correct it if erroneous. Even 
the narrowest holdings as to liability for uninten- 
tional misstatement concede that a representation 
in such circumstances may be equivalent to a war- 
ranty. There is a class of cases ‘‘where a person 
within whose special province it lay to know a 
particular fact has given an erroneous answer to 
an inquiry made with regard to it by a person de- 
sirous of ascertaining the fact for the purpose of 
determining his course accordingly and has been 
held bound to make good the assurance he has 
given” (Herschell, L. C., in Derry v. Peek, L. R. 
14 A. C. 337, 360). So in Burrowes vy. Loch (10 
Ves. 470), a trustee was asked by one who expected 
to make a loan upon the security of a trust fund 


whether notice of any prior incumbrance upon the 
fund had been given to him. An action for damages 
was upheld though the false answer was made 
honestly in the belief that it was true (cf. Brownlie 
v. Campbell, L.R. 5 A. C. 935; Doyle v. C. & P. 
N. Bk., supra, at p. 379). 

In one respect the decision in International 
Products Co. v. Erie R. R. Co., is in advance of 
anything decided in Glanzer v. Shepard. The latter 
case suggests that the liability there enforced was 
not one for the mere utterance of words without 
due consideration, but for a negligent service, the 
act of weighing, which happened to find in the 
words of the certificate its culmination and its sum- 
mary. This was said in the endeavor to empha- 
size the character of the certificate as a business 
transaction, an act in the law, and not a mere 
casual response to a request for information. The 
ruling im the case of the Erie Railroad shows that 
the rendition of a service is at most a mere circum- 
stance and not an indispensable condition. The 
Erie was not held for negligence in the rendition 
of a service. It was held for words and nothing 
more. So in the case at hand. If liability for the 
consequences of a negligent certificate may be en- 
forced by any member of an indeterminate class 
of creditors, present and prospective, known and 
unknown, the existence or non-existence of a pre- 
liminary act of service will not affect the cause of 
action. The service may have been rendered as 
carefully as you please, and its quality will count 
for nothing if there was negligence thereafter in 
distributing the summary. 

Doyle v. Chatham & Phenix National Bank, supra, 
the third of the cases cited, is even more plainly 
indecisive. A trust company was a trustee under 
a deed of trust to secure an issue of bonds. It was 
held liable to a subscriber for the bonds when it 
certified them falsely. A representation by a trus- 
tee intended to sway action had been addressed to 
a person who by the act of subscription was to be- 
come a party to the deed and a cestui que trust. 

The antidote to these decisions and to the over- 
use of the doctrine of liability for negligent mis- 
statement may be found in Jailett v. Cashman (235 
N. Y. 511), and Courteen Seed Co. v. Hong Kong 
& S. F. Co., (245 N. Y. 377). In the first of these 
cases the defendant supplying ticker service to 
brokers was held not liable in damages to one of 
the broker’s customers for the consequences of 
reliance upon a report negligently published on 
the ticker. If liability had been upheld, the step 
would have been a short one to the declaration of 
a like liability on the part of proprietors of news- 
papers. In the second the principle was clearly 
stated by Pounp, J., that ‘‘negligent words are not 
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actionable unless they are uttered directly, with 
knowledge that they will be acted on, to one to 
whom the speaker is bound by some relation of 
duty, arising out of public calling, contract or 
otherwise, to act with care if he acts at all.” 

From the foregoing analysis the conclusion is, 
we think, inevitable that nothing in our previous 
decisions commits us to a holding of liability for 
negligence in the circumstances of the case at hand, 
and that such liability, if recognized, will be an ex- 
tension of the principle of those decisions to dif- 
ferent conditions, even if more or less analogous. 
The question then is whether such an extension shall 
be made. 

The extension, if made, will so expand the field 
of liability for negligent speech as to make it 
nearly, if not quite, coterminous with that of 
liability for fraud. Again and again, in decisions 
of this court, the bounds of this latter liability 
have been set up, with futility the fate of every 
endeavor to dislodge them. Scienter has been de- 
clared to be an indespensable element except where 
the representation has been put forward as true 
of one’s own knowledge (Hadcock v. Osmer, 153 
N. Y. 604), or in circumstances where the expression 
of opinion was a dishonorable pretense (3 Williston, 
Contracts, Sec. 1494; Smith v. Land Corp., L. R: 
28 Ch. D. 7, 15; Sleeper v. Smith, 77 N. H. 337; 
Andrews v. Jackson, 168 Mass. 266; Peo. ex rel. 
Gellis v. Sheriff, 251 N. Y. 33, 37; Hickey v. Morrell 
102 N. Y. 454, 463; Merry Realty Co. v. Martin, 
103 Misc. 9, 14; 186 A. D. 538). Even an opinion, 
especially an opinion by an expert, may be found 
to be fraudulent if the grounds supporting it are 
so flimsy as to lead to the conclusion that there 
was no genuine belief back of it. Further than 
that this court has never gone. Directors of cor- 
porations have been acquitted of liability for deceit 
though they had been lax in investigation and negli- 
gent in speech (Reno v. Bull, 226 N. Y. 546 and 
cases there cited; Kountze v. Kennedy, 147 N. Y. 
124). This has not meant, to be sure, that negli- 
gence may not be evidence from which a trier of 
the facts may draw an inference of fraud (Derry v. 
Peek, L. R. 14 A. C. 337, 369, 375, 376), but merely 
that if that inference is rejected, or, in the light of 
all the circumstances, is found to be unreasonable, 
negligence alone is not a substitute for fraud. Many 
also are the cases that have distinguished between 
the wilful or reckless representation essential to 
the maintenance at law of an action for deceit, 
and the misrepresentation, negligent or innocent, 
that will lay a sufficient basis for rescission in equity 
(Bloomquist v. Farson, 222 N. Y. 375; Seneca Wire 
& Mfg. Co. v. Leach & Co., 247 N. Y. 1). If this 
action is well conceived all these principles and dis- 
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tinctions, so nicely wrought and formulated, have 
been a waste of time and effort. They have even 
been a snare, entrapping litigants and lawyers into 
an abandonment of the true remedy lying ready 
to the call. The suitors thrown out of court be- 
cause they proved negligence, and nothing else, 
in an action for deceit, might have ridden to trium- 
phant victory if they had proved the self-same 
facts, but had given the wrong another label, and 
all this in a state where forms of action have been 
abolished. So to hold is near to saying that we 
have been paltering with justice. A word of cau- 
tion or suggestion would have set the erring suitor 
right. Many pages of opinion were written by 
judges the most eminent, yet the word was never 
spoken. We may not speak it now. A change so 
revolutionary, if expedient, must be wrought by 
legislation (Landell v. Lybrand, 264 Pa. St. 406). 

We have said that the duty to refrain from negli- 
gent representation would become coincident or 
nearly so with the duty to refrain from fraud if 
this action could be maintained. A _ representa- 
tion, even though knowingly false, does not con- 
stitute ground for an action of deceit unless made 
with the intent to be communicated to the person 
or class of persons who act upon it to their preju- 
dice (Eaton Co. v. Avery, supra). Affirmance of 
this judgment would require us to hold that all or 
nearly all the persons so situated would suffer an 
impairment of an interest legally protected if the 
representation had been negligent. We speak of 
all ‘“‘or nearly all,” for the cases can be imagined 
where a casual response, made in circumstances 
insufficient to indicate that care should be expected, 
would permit recovery for fraud if wilfully deceit- 
ful. Cases of fraud between persons so circum- 
stanced are, however, too infrequent and excep- 
tional to make the radii greatly different if the 
fields of liability for negligence and deceit be figured 
as concentric circles. The like may be said of the 
possibility that the negligence of the injured party, 
contributing to the result, may avail to overcome 
the one remedy, though unavailing to defeat the 
other. 

Neither of these possibilities is noted by the 
plaintiff in its answer to the suggestion that the 
two fields would be coincident. Its answer has 
been merely this, first, that the duty to speak with 
care does not arise unless the words are the cul- 
mination of a service, and second, that it does not 
arise unless the service is rendered in the pursuit 
of an independent calling, characterized as public. 
As to the first of these suggestions, we have al- 
ready had occasion to observe that given a rela- 
tion making diligence a duty, speech as well as 
conduct must conform to that exacting standard 
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(Int. Products Co. v. Erie R. R. Co., supra). As 
to the second of the two suggestions, public ac- 
countants are public only in the sense that their 
services are offered to any one who chooses to 
employ them. This is far from saying that those 
who do not employ them are in the same position 
as those who do. 

Liability for negligence if adjudged in this case 
will extend to many callings other than an audi- 
tor’s. Lawyers who certify their opinion as to the 
validity of municipal or corporate bonds with 
knowledge that the opinion will be brought to the 
notice of the public, will become liable to the in- 
vestors, if they have overlooked a statute or a de- 
cision, to the same extent as if the controversy 
were one between client and adviser. Title com- 
panies insuring titles to a tract of land, with knowl- 
edge that at an approaching auction the fact that 
they have insured will be stated to the bidders, 
will become liable to purchasers who may wish 
the benefit of a policy without payment of a pre- 
mium. These illustrations may seem to be extreme, 
but they go little, if any, farther than we are in- 
vited to go now. Negligence, moreover, will have 
one standard when viewed in relation to the em- 
ployer, and another and at times a stricter standard 
when viewed in relation to the public. Explana- 
tions that might seem plausible, omissions that 
might be reasonable if the duty is confined to the 
employer, conducting a business that presumably 
at least is not a fraud upon his creditors, might 
wear another aspect if an independent duty to be 
suspicious even of one’s principal is owing to in- 
vestors. ‘Every one making a promise having the 
quality of a contract will be under a duty to the 
promisee by virtue of the promise, but under an- 
other duty apart from contract, to an indefinite 
number of potential beneficiaries when perform- 
ance has begun. The assumption of one relation 
will mean the involuntary assumption of a series 
of new relations inescapably hooked together.’’ 
(Moch Co. v. Rensselaer Water Co., supra, at p. 
168.) ‘The law does not spread its protection, 
so far” (Robins Dry Dock & Repair Co. v. Flint, 
supra). 

Our holding does not emancipate accountants 
from the consequences of fraud. It does not re- 
lieve them if their audit has been so negligent as 
to justify a finding that they had no genuine belief 
in its adequacy, for this again is fraud. It does 
no more than say that if less than this is proved, 
if there has been neither reckless misstatement 
nor insincere profession of an opinion, but only 
honest blunder, the ensuing liability for negli- 
gence is one that is bounded by the contract, and 
is to be enforced between the parties by whom the 
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contract has been made. We doubt whether the 
average business man receiving a certificate without 
paying for it and receiving it merely as one among 
a multitude of possible investors, would look for 
anything more. 

(2) The second cause of action is yet to be 
considered. 

The defendants certified as a fact, true to their 
own knowledge, that the balance-sheet was in ac- 
cordance with the books of account. If their state- 
ment was false, they are not to be exonerated be- 
cause they believed it to be true (Hadcock v. Osmer, 
supra; Lehigh Z. & T. Co. v. Bamford, 150 U. S. 
665,673; Chatam Furnace Co. v. Moffatt, 147 Mass. 
403; Arnold v. Richardson, 74 A. D. 581). We 
think the triers of the facts might hold it to be false. 

Correspondence between the balance-sheet and 
the books imports something more, or so the triers 
of the facts might say, than correspondence be- 
tween the balance-sheet and the general ledger, 
unsupported or even contradicted by every other 
record. The correspondence to be of any moment 
may not unreasonably be held to signify a corre- 
spondence between the statement and the books of 
original entry, the books taken as a whole. If 
that is what the certificate means a jury could 
find that the correspondence did not exist and that 
the defendants signed the certificates without 
knowing it to exist and even without reasonable 
grounds for belief in its existence. The item of 
$706,000 representing fictitious accounts receiv- 
able, was entered in the ledger after defendant’s 
employee Siess had posted the December sales. 
He knew of the interpolation and knew that there 
was need to verify the entry by reference to books 
other than the ledger before the books could be 
found to be in agreement with the balance-sheet. 
The evidence would sustain a finding that this was 
never done. By concession the interpolated item 
had no support in the journal, or in any journal 
voucher, or in the debit memo book, which was 
a summary of the invoices, or in anything except 
the invoices themselves. The defendants do not 
say that they ever looked at the invoices, seventeen 
in number, representing these accounts. They 
profess to be unable to recall whether they did so 
or not. They admit, however, that if they had 
looked they would have found omissions and 
irregularities so many and unusual as to have 
called for further investigation. When we couple 
the refusal to say that they did look with the ad- 
mission that if they had looked, they would or 
could have seen, the situation is revealed as one 
in which a jury might reasonably find that in truth 
they did not look, but certified the correspondence 
without testing its existence. 
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In this connection we are to bear in mind the 
principle already stated in the course of this opin- 
ion that negligence or blindness, even when not 
equivalent to fraud, is none the less evidence to 
sustain an inference of fraud. At least this is so 
if the negligence is gross. Not a little confusion 
has at times resulted from an undiscriminating 
quotation of statements in Kountze v. Kennedy, 
supra, statements proper enough in their setting, 
but capable of misleading when extracted and con- 
sidered by themselves. ‘“‘Misjudgment, however 
gross,’”’ it was there observed, “or want of caution, 
however marked, is not fraud.’”’ This was said 
in a case where the trier of the facts had held 
the defendants guiltless. The judgment of this 
court amounted merely to a holding that a finding 
of fraud did not follow as an inference of law. 
There is no holding that the evidence would have 
required a reversal of the judgment if the finding 
as to guilt had been the other way. Even Derry v. 
Peek, as we have seen, asserts the probative effect 
of negligence as an evidentiary fact. We had 
no thought in Kountze v. Kennedy of upholding 
a doctrine more favorable to wrongdoers, though 
there was a reservation suggesting the approval of 
a rule more rigorous. The opinion of this court 
cites Derry v. Peek, and states the holding there 
made that an action would not lie if the defendant 
believed the representation made by him to be 
true, although without reasonable cause for such 
belief. “It is not necessary,” we said, “to go to 
this extent to uphold the present judgment, for 
the referee, as has been stated, found that the 
belief of Kennedy * * * was based upon reasonable 
grounds.”’ The setting of the occasion justified 
the inference that the representations did not 
involve a profession of knowledge as distinguished 
from belief. No such charity of construction 
exonerates accountants, who by the very nature 
of their calling profess to speak with knowledge 
when certifying to an agreement between the 
audit and the entries. 

The defendants attempt to excuse the omission 
of an inspection of the invoices proved to be ficti- 
tious by invoking a practice known as that of test- 
ing and sampling. A random choice of accounts 
is made from the total number on the books, and 
these, if found to be regular when inspected and 
investigated, are taken as a fair indication of the 
quality of the mass. The defendants say that 
about 200 invoices were examined in accordance 
with this practice, but they do not assert that any 
of the seventeen invoices supporting the fictitious 
sales were among the number so selected. Verifi- 
cation by test and sample was very likely a suffi- 
cient audit as to accounts regularly entered upon 
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the books in the usual course of business. It was 
plainly insufficient, however, as to accounts not 
entered upon the books where inspection of the in- 
voices was necessary, not as a check upon accounts 
fair upon their face, but in order to ascertain 
whether there were any accounts at all. If the 
only invoices inspected were invoices unrelated to 
the interpolated entry, the result was to certify 
a correspondence between the books and the 
balance-sheet without any effort by the auditors, 
as to $706,000 of accounts, to ascertain whether 
the certified agreement was in accordance with the 
truth. How far books of account fair upon their 
face are to be probed by accountants in an effort 
to ascertain whether the transactions back of them 
are in accordance with the entries, involves to some 
extent the exercise of judgment and discretion. 
Not so, however, the inquiry whether the entries 
certified as there, are there in very truth, there in 
the form and in the places where men of business 
training would expect them to be. The defendants 
were put on their guard by the circumstances 
touching the December accounts receivable to 
scrutinize with special care. A jury might find 
that with suspicions thus awakened, they closed 
their eyes to the obvious, and blindly gave assent. 

We conclude, to sum up the situation, that in 
certifying to the correspondence between balance- 
sheet and accounts the defendants made a state- 
ment as true to their own knowledge, when they 
had, as a jury might find, no knowledge on the sub- 
ject. If that is so, they may also be found to have 
acted without information leading to a sincere or 
genuine belief when they certified to an opinion 
that the balance-sheet faithfully reflected the con- 
dition of the business. 

Whatever wrong was committed by the defen- 
dants was not their personal act or omission, but 
that of their subordinates. This does not relieve 
them, however, of liability to answer in damages 
for the consequences of the wrong, if wrong there 
shall be found to be. It is not a question of con- 
structive notice, as where facts are brought home 
to the knowledge of subordinates whose interests 
are adverse to those of the employer (Henry v. 
Allen, 151 N. Y. 1; see, however, Am. L. Inst., 
Restatement of the Law of Agency, Sec. 506, subd. 
2a). These subordinates, so far as the record 
shows, had no interests adverse to the defendants’, 
nor any thought in what they did to be unfaithful 
to their trust. The question is merely this, whether 
the defendants, having delegated the performance 
of this work to agents of their own selection, are 
responsible for the manner in which the business 
of the agency was done. As to that the answer 
is not doubtful (Fifth Ave. Bk. of N. Y. v. 42d 
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St. R. R. Co., 1837 N. Y. 231; Gleason v. Seaboard 
Airline Ry. Co., 278 U. S. 349, 356; Am. L. Inst., 
Restatement of the Law of Agency, Sec. 481). 
Upon the defendants’ appeal as to the first cause 
of action, the judgment of the appellate division 
should be reversed and that of the trial term affirmed 


with costs in the appellate division and in this 
court. 

Upon the plaintiff’s appeal as to the second cause 
of action, the judgment of the appellate division 
and that of the trial term should be reversed, and 
a new trial granted, with costs to abide the event. 


LETTER FROM A MEMBER 


[From time to time the Institute receives 
letters from members and associates com- 
menting on matters of general interest to 
the accountancy profession. It is felt that 
space in the Bulletin might appropriately 
be devoted to reprinting such letters, there- 
by providing opportunity for informal ex- 
change of thought among the membership. 

Members and associates are invited, there- 
fore, to write their comments on affairs re- 
ported in the Bulletin itself or on other mat- 
ters of current interest to the profession. 
Such letters should be concise and should be 
addressed to the Editor of the Bulletin, 135 
Cedar Street, New York. | 


Codperating Committees of the American Institute 
and Robert Morris Associates 


Editor, The Bulletin: 

Srmr: As long as trade associations and the 
business public in general remain unfamiliar with 
the periodic criticisms of the public accountants 
by the bankers, a great deal of benefit is obtained, 
but if the public sees these criticisms of the public 
accountant from year to year, a great deal of harm 
may be done to public accountancy. 

If the bankers, the brokers and the public will 
accept certificates which are not personally signed 
by the auditors responsible for them, such instances, 
in my mind, have no place among criticisms of 
the accountants offered by bankers. 

Out of the five criticisms in the Bulletin of Decem- 
ber 15th, two represent criticisms for accepting 


certificates which are not signed by public auditors. 
I think the public auditors will admit responsibility 
for their shortcomings and as a rule are disposed to 
profit by the experience; but in accepting these 
criticisms, it seems no more than fair that public 
accountancy which is so little practised relatively 
and so greatly needed, should be rendered every 
assistance by the bankers who have so great an 
influence with the business public. 

In this same Bulletin of December 15th, is an 
illustration of what can be done by bankers to 
encourage public accountancy—the advertisement 
of the Union Guardian Trust Co. of Detroit re- 
printed on page 6 of the Bulletin. 

A large percentage of those who do employ public 
accountants engage those who will bid the lowest 
flat price. Also a large number of concerns look 
upon public accountancy as a superfluous expense 
not to be indulged in at times of financial depres- 
sion. This certainly shows need of an extensive 
campaign to educate the public and no better force 
can be given such a campaign than that of the 
banks, individually as in the advertisement of the 
Union Guardian Trust Co., or collectively in a 
similar way. 

Any benefit from such publicity which might be 
obtained by the public accountants would also be 
obtained by the banks and by business in general. 


Yours truly, 
Ho iis H. SAWYER 


Boston, Massachusetts 
December 23, 1930. 





Charles Banks, Chicago, has been serving 
as a member of the auditing committee of 
the Chicago association of commerce and as 
a member of the committee of the Illinois 
State Society of Certified Public Accountants 
coéperating with a committee of the Chi- 
cago bar association in drafting a proposed 
new general corporation act. 


On December 8th Joseph J. Klein ad- 
dressed the Community club of New York on 
“Business conditions—what next?” and on 
December 18th Dr. Klein delivered an ad- 
dress before the Accountants’ Club of Amer- 
ica on “‘1931—the duty and the opportunity 
of the public accountant.” 
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NEWS OF LOCAL SOCIETIES 


Florida Institute of Accountants 


The semi-annual two-day meeting of the 
Florida Institute of Accountants was held 
at Jacksonville, December 5th and 6th. 
John T. Alsop, mayor of Jacksonville, de- 
livered an address of welcome. J. W.Gunby 
read a paper entitled “Public contact’”’ and 
H. W. Turnburke delivered an address on 
“Federal taxation of capital gains.” On 
the second morning W. W. Arner discussed 
state taxes in Florida and H. W. Gray, of the 
University of Florida spoke on progress in 
teaching accounting at the university. 

At a business session the institute author- 
ized appointment of a special committee to 
codperate with the state legislature in pre- 
paring a state inheritance-tax law, which 
had been provided for by a constitutional 
amendment passed November 4, 1930. 

H. F. Purvis, president of the institute, 
presided at all sessions. 

The programme of entertainment included 
the annual golf tournament for the Palm 
Beach trophy, a banquet at the George 
Washington hotel and attendance at a foot- 
ball game between teams representing the 
University of Florida and the University of 
Tennessee. 


Kentucky Society of Certified Public 
Accountants 


An election of officers of the Kentucky 
Society of Certified Public Accountants took 
place at the meeting of the society at the 
Brown hotel, Louisville, December 11th. 
Officers elected for the current year are: 
president, William Cotton; first vice-presi- 
dent, W. A. Hifner; second vice-president, 
Irvin W. Imhoff, and secretary-treasurer, 
Buel E. Henry. Mr. Hifner, A. J. Nauman 
and Robert Miller were elected to the board 
of directors. An informal discussion of the 
gross-sales-tax bill passed by the 1930 gen- 
eral assembly was led by S. W. Eskew. 


Maryland Association of Certified 
Public Accountants 


The committee on programme of the 
Maryland Association of Certified Public 
Accountants in an effort to conduct stimu- 
lating and interesting meetings has under- 
taken an experiment. In advance of the 
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December meeting of the association the 
committee prepared an actual problem on 
federal income taxation, involving a tax li- 
ability resulting from the sale of capital 
assets. Copies of the problem were distrib- 
uted in advance of the meeting and Arthur 
C. Meade and J. L. McKewen led the dis- 
cussion of it. 


Massachusetts Society of Certified 
Public Accountants 


Machine accounting methods and audit 
problems resulting from machine accounting 
were the subjects of discussion at the meet- 
ing of the Massachusetts Society of Certified 
Public Accountants held at the Chamber of 
Commerce building, Boston, December 
22nd. 

Clifton W. Gregg, Gardner B. Wardwell 
and Leon E. Vannais directed the discus- 
sion, which took the form of a round-table 
conference. 

The society has decided to omit the Janu- 
ary meeting this year, as in other years. 

The following programme is announced by 
the meetings committee for the balance of 
the season: 


Monday, February 16th (tentative)—Tax con- 
ference 
Open for all members to raise questions and prob- 
lems in connection with the preparation of this 
year’s federal and state tax returns. 


Monday, March 23rd—Outsicd speaker 

John F. Ebersole, professoy of finance at the 
Harvard business school, on the subject ‘The 
influence of the gold supply on commodity prices 
and general business conditions,” an interesting and 
important topic, with which accountants should be 
better acquainted. 


Monday, April 27th—Round-table conference 
“Questions on practice procedure.”’ 


Monday, May 25th—Annual meeting 

This will probably be preceded by an all-day out- 
ing at one of the golf or country clubs about Boston, 
with an entertainment and dinner dance in the 
evening for members and guests. 


Annual Election of Mississippi Society 
Officers 


Officers elected by the Mississippi Society 
of Certified Public Accountants for the en- 
suing year are as follows: Nelson E. Taylor, 
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president; Roy C. Brown, vice-president; 
Glenn M. Goodman, treasurer, and Stewart 
J. Parker, secretary. At the society’s meet- 
ing on December 6th, at which the election 
of officers took place, addresses were delivered 
by L. C. Franklin, chairman of the state 
tax commission, and Edward S. Elliott. 


Nebraska Society Elects Officers 


At a meeting of the Nebraska Society of 
Certified Public Accountants, held at the 
University club in Lincoln, December 5th, 
the following officers were elected for the en- 
suing year: president, Wayne McPherrene; 
vice-president, M. J. Holland; treasurer, 
E. L. Fulk; secretary, R. H. Van Boskirk. 
Directors of the society, who hold office for 
two years, are as follows: E. E. Lanphere, 
J. W. High and William Bryden. 

Plans are being made for meetings of the 
society in April, June, September and No- 
vember. 


New York State Society of Certified 
Public Accountants 


At a regular meeting of the New York 
State Society of Certified Public Accountants 
on December 16th the committee on practice 
procedure, of which A. S. Fedde is chairman, 
conducted discussion of questions of ac- 
counting procedure. The questions dis- 
cussed were published in an advance notice 
in the Bulletin of December 15th. 

A meeting held on January 12th was de- 
voted to the subject of federal taxation. 
The programme was arranged by the soci- 
ety’s committee on federal taxation, of which 
Walter A. M. Cooper is chairman. The 
principal speakers were Joseph J. Klein and 
Walter A. Staub, and following their ad- 
dresses there was discussion of questions 
propounded from the floor. 


All-day Conference of New Jersey 
Society 


The fifth annual all-day conference of the 
Society of Certified Public Accountants of 
the State of New Jersey took place at the 
Elks club, Newark, December 15th. After 
a business session, Adolph Berle of Columbia 
University delivered an address on ‘The 
function of the certified public accountant 
in connection with stock-market values.”’ 

Dinner was served at 6:30 p. m., after 
which Philip S. Suffern, vice-president of 
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the society, spoke on the increasing re- 
sponsibilities of the accountant and John 
T. Madden, dean of the school of commerce, 
accounts and finance of New York Uni- 
versity delivered an address entitled “‘Syn- 
opsis of world-wide economic conditions— 
retrospect and prospect.’ Attendance at 
the meeting was about 300. Among the 
guests who were present by invitation was 
the secretary of the American Institute of 
Accountants. 


Ohio Society of Certified Public 
Accountants 


The publicity committee of the Ohio 
Society of Certified Public Accountants, it 
has been announced, has come to the con- 
clusion that the best medium of publicity 
for the profession is public speaking by mem- 
bers, and recommends that in the various 
chapters the members take every oppor- 
tunity to address luncheon clubs and or- 
ganizations of business men. The com- 
mittee suggests that in such addresses the 
speaker take care not to become too tech- 
nical but to select a topic which will be of 
practical interest to his hearers and at the 
same time will impress them with the fact 
that accountancy has an important place in 
the economic structure of the world. Ad- 
vertisements and the publication of bulletins 
are regarded by the committee as compara- 
tively ineffective means of publicity for 
accountancy. 


Oregon Society of Certified Public 
Accountants 


One of its most important meetings of the 
year was held by the Oregon State Society of 
Certified Public Accountants in conjunction 
with the Portland chapter of the Robert 
Morris Associates on December 17th. Ar- 
thur Berridge, president of the society, 
opened the meeting with a statement of the 
ideals of the certified public accountant. 
He then introduced Frederick Greenwood of 
the Bank of California, who spoke on ‘“‘What 
the banker expects of the certified public 
accountant,” emphasizing the responsibility 
of the accountant to the public as well as 
to his client. 

A. L. Andrus explained to the bankers the 
accountant’s conception of his own responsi- 
bility. R. J. Leo conducted open discussion 
which followed, in which sixteen of the ac- 





Bulletin of American Institute of Accountants 


countants present participated, each speak- 
ing briefly on one of the following questions: 


1. If stock of a subsidiary company is pledged 
to secure indebtedness of a holding company, 
should the consolidated balance-sheet contain a 
specific mention of the pledge? 

2. Bankers wish to know the significance of the 
phrase, ‘“‘Quantities and prices as certified by com- 
pany Officials’ against the item of inventory in 
balance-sheets certified by public accountants. 

3. If the basis of valuation of the inventory 
is not stated in the balance-sheet, can it be safely 
assumed that the inventory is valued at cost or 
market whichever is lower? 

4. If a company has receivables payable in in- 
stalments, should the portion thereof which is due 
beyond one year be excluded from current assets in 
the balance-sheet? 

5. Is the cash surrender value of life insurance a 
current asset in the balance-sheet of the beneficiary 
company? 

6. If a textile mill or other company purchases 
equipment on the instalment basis, should the 
entire cost be included in the assets and the unpaid 
instalments represented as a liability? 

7. Should a contingent loss on a contract for 
the purchase of materials not yet received be noted 
on the balance-sheet? 

8. If a company has a substantial account or 
note receivable from an officer or director shortly 
before and shortly after the balance-sheet date, 
but no balance due at the balance-sheet date, should 
the auditor certify the balance-sheet without any 
reference to such receivable? 

9. Is unearned income in the balance-sheet of 


a finance corporation a current or deferred liability? 

10. Ar- unancial statements on the stationery 
of a public accounting firm to be taken as the equiva- 
lent of an audited and certified statement? 

11. Should an investment company with no 
debt and with only one class of stock charge de- 
preciation in value of its investment securities to 
capital surplus and determine subsequent gains 
available for dividends on the basis of the written- 
down asset value of the securities? 

12. Should we rely solely upon an inspection 
and count of investment securities purporting to 
be held by an investment trust (or investment 
company) when such investment trust is one 
sponsored by or closely affiliated with an investment 
banking firm? 

13. Is it necessary that the balance-sheet of a 
holding company be consolidated with those of its 
subsidiaries? 

14. To what extent do the bankers read the 
accountants’ reports? 

15. Are prepaid expenses current assets? 

16. Should inventories of finished goods be re- 
duced below actual cost in order to take into ac- 
count a reduction in the market price of the prin- 
cipal raw materials entering into such finished 
product? 


Utah Association of Certified Public 
Accountants 


At the annual meeting of the Utah As- 
sociation of Certified Public Accountants 
held November 6, 1930, the following officers 
were elected: C. P. Allen, president; Lynn 
Baxter, vice-president; and R. G. Abbey, 
secretary-treasurer. 


EMPLOYMENT EXCHANGE 


Following are qualifications of applicants 
for positions who may be approached 
through the employment exchange of the 
American Institute of Accountants: 


No. 42A—Member, American Institute of Account- 
ants. Senior accountant with many years’ ex- 
perience in public accounting. Salary $4,000. 

No. 44A—Associate, American Institute of Account- 
ants. Senior accountant. Age 42. Seven years’ 
public accounting experience. Certified public 
accountant Indiana, Tennessee, Florida. Salary 
$5,000. 

No. 50A—Associate, American Institute of Account- 
ants. Senior accountant, 35 years of age. Has 
had about six years’ public accounting experience. 


Is capable of holding responsible position with 
public accounting firm. Salary about $5,000. 
No. 57A—Member, American Institute of Account- 
ants. Age 39. Eight years’ experience in public 
accounting. Is interested in position as senior 

accountant. Now in Chicago. Salary open. 

No. 86A—Member, American Institute of Account- 
ants and a certified public accountant. Age 43. 
Wishes position in public practice or private 
concern. Salary about $7,500. Will go any- 
where. 

No. 3483A—Member, American Institute of Ac- 
countants. Certified public accountant. About 
20 years’ public accounting experience. Wants 
position in eastern part of the United States, now 
in California. Salary about $5,000. 
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No. 239A—Associate, American Institute of Ac- 
countants. Certified Public Accountant of New 
York. Has had about thirty years’ experience in 
public accounting. Salary $5,000. 

No. 275A—Associate, American Institute of Ac- 
countants. Certified public accountant. Age 44 
with about 15 years’ experienc in public account- 
ing. Salary $5,000. Desires position in New 
York. 


No. 330A—Associate, American Institute of Ac- 
countants. Certified Public Accountant (Wis- 
consin and Arkansas). Age 43. Several years’ 
experience in public accounting. Would like 
position in New York. Salary, $5,000. 

No. 337A—Member, American Institute of Ac- 
countants. Certified Public Accountant (Penn- 
sylvania and Wisconsin). Many years, experience 
in public accounting. Now residing in Penn- 
sylvania. 


HERE AND THERE 


O. R. Abel has announced the opening of 
an office for the practice of public account- 
ing at 219 Dwight building, Kansas City, 
Missouri. 


Lester Herrick & Herrick have announced 
the establishment of an office at 716 Town- 
send building, Tacoma, Washington. 


Hilton, Sheffield & Hilton of Norfolk, Vir- 
ginia, announce the removal of their offices 
to 119 West Tazewell street. 


Lucker & Severance, Buffalo, New York, 
announce the removal of their offices to Vars 
building, 344 Delaware avenue. 


Evans A. Nash announced his withdrawal 
from the firm of Hammonds, Nash & Cory 
and the opening of an office at 408-9 High- 
tower building, Oklahoma City. 


Announcement has been made of the con- 
solidation of the accounting practice of 
Pace, Gore & McLaren, with that of Stagg, 
Mather & Hough. The principal New 
York offices of the consolidated practice 
will be at 225 Broadway, New York. 


Archie F. Reeve, formerly of Archie F. 
Reeve & Co., New York, announces the 
establishment of the firm of Reeve, Brown & 
Atkins, with offices in the Pershing Square 
building. Members of the firm are Mr. 
Reeve, Irwin A. Brown, William C. Atkins 
and George A. McMoran. 


Ruben Shaer & Co. have announced the re- 
moval of their offices to the King building, 
120 Milk street, Boston. 


Wolf & Co. announce the removal of their 
Philadelphia office to 1616 Walnut street. 


George P. Auld is author of an article on 
the effect of the bank for international set- 
tlements on money rates, which appeared in 
the New York Herald-Tribune for January 
2, 1931. 


The Commercial and Financial Chronicle 
for November 29, 1930, contained an article 
by J. Pryse Goodwin on ‘‘Profit sharing— 
depression sharing—its application to Wall 
street.” 


In November, 1930, Wayne Kendrick, 
Washington, D. C., spoke over radio station 
WOL on accountancy as a profession, and 
addressed a meeting of the women’s club of 
Benjamin Franklin University on ‘Public 
accounting.’”’ Mr. Kendrick has been serv- 
ing as a member of the budget committee of 
the Washington community chest, as chair- 
man of the finance committee of the Wash- 
ington Rotary club, and as a member of 
the finance committee of the Alexandria 
chamber of commerce. 


J. Leonard Penny, Chicago, has been act- 
ing as instructor in the C. P. A. review course 
presented by the school of commerce of 
Northwestern University. 


S. Earl Shook, Bridgeport, Connecticut, 
has been acting as chairman of the auditing 
committee for the Bridgeport community- 
chest campaign. 


John J. Lang delivered an address entitled 
“Should cost of spoilage be absorbed by the 
in-process inventories?” at meeting of the 
St. Louis chapter of the National Association 
of Cost Accountants held December 16th. 





